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- Title Loans in Montana

Presented to the Montana House of Representatives
Committee on Business and Labor

January 9, 2009




What is a “Title Loan”

A way for a consumer to borrow against the
equity in their motor vehicle

It is a small loan (avg. $500).
For a short-term (30 days).

Secured by the motor vehicle, which the
borrower is able to continue to use

Sole finance charge is a simple interest rate.
— No fees, points, late _om:m_:mm hidden charges, etc.




Three Primary Customers
* Credit Impaired

— No credit history or tarnished o_,mQ; history due to late or missed
payments

« Have an urgent, unexpected need
Unusually high utility bill
Car repair needed in order to get to work and maintain job

» Self-employed

Landscapers, contractors (plumbers, drywallers, etc.) and others
use truck as source of working capital. Borrow using vehicle as
| oo__mﬁma__ do job, @mﬁ Um_a ﬂmnm< _om:




Why Customers Use Title Loans

m_B U_ _O_._”V\ (simple rate, simple term)
Accessibility

— Small minimum loans ($100)
— No minimum length of time on job
— No minimum credit history

Speed (20 minute transaction)

Lack of Intrusiveness & Privacy

— No Credit Bureau or reporting
— Discrete verification of loan application.

No Personal Liability




Why Customers Use Title Loans (on,

* Many borrowing needs
— Moving / Relocation Costs
— Home / Vehicle Repair
— Unexpected bills
— Working Capital

— NOT LUXURY REASONS




Issues — Rate
Why Lenders Need to Charge What They Charge

These are costly, small balance transactions
averaging $400 - $500

— 36% per annum rate would average less than $15.00
per transaction, and that’s before payroll, overhead,
losses and other expenses.

Not truly “secured”

— Vehicle is typically 10 — 12 years old, usually between
150,000 and 250,000 miles

— Depreciating quickly

* Losses can be high — no personal liability, no
other recourse besides a rapidly depreciating




Issues - Repossession

* Repossession rate is less than 5% in Montana

— Most frequent reasons for nonpayment is that the
vehicle stops working. There is no personal liability.

— Cost of repossession, storage and sale rarely merited
on small loan secured by 12 year old vehicle.

— Return of excess sale proceeds eliminates potential
for windfall profit.




Existing Montana Consumer Protections

Licensing and Regulation. Including a customer complaint procedure.

Required Disclosures. In loan agreement and additional pamphlet.

No Personal Liability for the Loan. This means no judgments against borrowers
after default and no garnishment of their wages. Borrower’s only risk is the loss of
a 10 to 12 year old vehicle. Customers often surrender keys to their broken-down
vehicle and walk away.

Right of Rescission. Customer can cancel loan without cost by end of next
business day.

Mandatory Principal Reduction. This addresses the “cycle of debt” issue.
Borrower cannot indefinitely extend loan term. Borrower must begin to reduce the
principal of loan. If borrower doesn’t, lender must do so on borrower’s behalf.

Notice of Default. Provides notice to borrower to eliminate surprise repossessions

Rate Cap. Montana law already limits rates that can be charged by title lenders. In
fact, because rates are reduced o Montana already has one of

‘ the lower rates in the counti lany states have unlimited rates on title loans.




Conclusions

Title loan customers make rational economic decisions.

Customers choose our service to address an urgent, unexpected
need or to access short-term working capital—not luxury reasons.

Rates are typically lower than overdraft fees, late fees, and over the
limit fees charged by other financial institutions and businesses.

Title lenders provide positive economic impact co_om money lent is
spent in community).

The Montana Title Loan Act already provides all the consumer
protections seen in other states. Other states have followed
Montana’s lead.
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